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OFFICE OF REPORTS AWD BSTINATES, CIA
FAR EAST/PACIFIC BRANCH

INTELLIGENCE HIGHLIGHTS NO. 53
25 May ~ 31 May 1949

SECTION I. SUMIARY OF FAR BAST TREIDS AND DEVELOFMENTS

25X6

The puppet regime of northern Koreu, playing on Republioan fears of
the prowing power of Communism in Asla, is gponsoring a "upifisation”
drive. Thus fer, response from southern Xorea is limited {p. 2),

Some five weeks after the initial Yangtze crossings, the Chineso
Communists have orowned their conquest of the wallsy with the capturs
of Shenghai, Failure to destroy Nationaliet forces in the area, how-
ever, has kept their victory from being complete (p. %). Meanwhile,
the escaping Netionalist defenders have scorched or removed muny of
the valley's port end transportation facilities {p. 4).

A difference of opinion between the French and Bao Daits Vietn&mesé
supporters regarding implementation of French agreements with the ex~
Emperor may delay sstablishment of the provisional government (p. 8).

Jose Leurel, Necionalista candidate for presidency of the Philippine
Republic, hes outlined his intended campaipgn platform (p. 7).

The marginal notations used in succeeding sections of this Weekly
("A", "B"  or "C") indicebe the importence of the items in E/FE opinion
with "A" representing the most important,
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KOREA

Northern repime promotss “"unifisation” fronte-On 17 May, Redis Pyongyang

broadecast a propeosel from various southern horean political and social

groups for & joint Nerth-South conference of political provpe for the

purpose of promoting unification of Kores., The proposed mesting was
held subsequently in Pyongyeng on 25 lay and offiocers were named 4o
draw up a program for the preparation of an insumaral convention of the
"Democratic Front for the Attaimment of Unification for the Fatherland,™

This progrem 1s to be submitted to the szcond meeting of the preparatory
commi ttee =arly in June.

b‘ollcm:img, the completion of US troop withdrawal from southern Eorea
during the next few weeks, the pressurs of rising Communist power in
Asim will be increasingly felt by the leaders of the Korean Hepubliie.
The northern puppet repime may well be antlcipating an increesed wille
ingmness on the part of scubhern politisians to make their pease with

Approved For Release 2002/01/03 : CIA-RDP79-01090A000500020012-2

WB ®

Crm R £

S ——



-

Approved For@glease 2002/01/03 : CIA-RDP79-01090@0500020012-2

o —

- @

with the north through the convenient instrument of a "unification
front.” This latest Communistsponsored fron’ movement is probably
designed ag an opportunistic vehicle for southern Koreans who may
wish to bomrd the northern Xorean bandwagon., A% present, the move-
ment ie receiving support in southern Kores onlv from the underground
Cormunist fromt orpanizations. Both Kim Koo snd Kin Kiusic, who

went to Pyoungyang in 1948, heve issued statements oharacterizing

it as a Communist fraud,

CHINA

Militery Situstion~-With the occcupation of Shanghai on 25-28 May, mar
the Chineze Cormunists sompleted their current offensive in the

Yangtze vallsy. Within 36 days after initisl crosgings, they occu~
pied Nanking, Hangchow, Hankow, Nanchang and Shanghai, thus securing
all of the valley's large cities with the single exception of Changshs.
The Communists failed in another me jor objective, hewever; they wers
uneble to nsutralize the Nationslist forces defending the valley,

Shanghai: After being delayed temporarily by an unexpected Netionalist
defense in the northern section of Shangha’, the Communiets outflanked the
lightly~held Government positicns north of Soochow creek, forced their
capitulation and completed the ccoupation of Shenghal. Msanwhile, other
Communist units drove west across the mouth of the Whangpoo River to
vocupy Voosung and cut the Nationslist retreat route, This move oame

too late, however, to prevent the escaps of large numbers of Nationalist
troops, who Jjoined the Nationalist evacuation flest moving south toward
Taiwen and fukien, after destroying military supplies and installations,

South Chinas PAT Chung~hsi, who was not subjected to & direct mtieok
at Tankow, was able to move almost his entire force gouth from the Yange
tze townrds Kwangsi, his homs province. The Communists continued to
fallow cautiously in his weke, but so elowly that it appesared PAT wou'd
reuch defensive positions near the border of Ewangsi before they overtook
him. PAI is exvected to fight in defense of his native provinee when the
Communists finelly move into position to attack. Further east, Communist
General LIU Po-cheng's troops were quiescent in southern Kiangsi and
northerwestern Fukien for a second week, Nationalist claimg that they
had reoccupied Fanping, 85 miles upriver from Foochow in Fukien were
countered by Communist accounts of sucoesses further to the north where
Ningpo, an old treaty port in Chekiang, wes reported taken.
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Horthwest Chinas Despite confliecting reports, it now appears that
the Communists have, in fact, ocoupied $ian, the capital of Shensi, and
that the Nationalist troops of HU Tsunpg-nsn have withdrawn southward.

4 Peiping roport states that FENG Toh~humi will be joined by WIEH Jung-
chen in an offensive in this area. It is aaz yet unolear whaether the
eventual direction of this strengthened Commupist force will be south
te Szechwan or west into FKansu,

Nationalist Demolitiongi--Hot sinoe the Soviet sack of lanshuria has i
Chire suffered war damapge as exbtenswe az that of the past fortaight

in the Yangtze wvalley. Retreating Nuticralists destroyed or removed

poerd and transportetion facilities ms well as river and ocesn shippiri,
Ty scorched the largest shipyard in the Far East, Kiangnan dookyard

in Shenghaji., Warehouses, warves and oillestorars tanks in lower Poctung
were. also demsped by shell fire.

The destruction inflicted on the Fanking railroad station ard adjoine
ing plers end chips in the latter part of April wus the first indication
that the Netionalists would not sbandon the Yangtze arsa in the sems guiet
mapner ag in North China and Manchuria. On 18 Mav, the port of Hankew
ws reportedly orippled by the destruation of most of ite faoilitles
when 24 vessels were gouttled in the harbor. '

Shanghal, howover, suffered the most, Destruction of the Kiangnan
dockyard, on 22 May, eliminated facilities oapable of building some
100,000 tons of shipping =z year and regeiring hundreds of small vesaels.
Many shipe in the Whangpoo River wers burmed, seuttled or cast edrift
by the Nationalist defenders. In addition, the Nationsliste reportedly
destroyed military installations at end around the Kiangwen airfield as
wall as shipping facilities at Woosung, noar the mouth of thas Whangpoo.
The Mationalists seemed primarily interesved in preventing the Communists
frem inheriting intact the extensive shipping, port facilitics and mili-
tary supplies in the Yangtse area and iiltle effort wms made to destroy
large fastorics and utilities.

Local ourrencisg to replase G, Y, --The wariety of currency in nope rom
Conmunisl China today reflects Lhe fragnentation of the economy that has
followed the disintegration of central auvthority. Since the zold yuan

has become almost valuelesa, local areas have boen left without an ade-
quate mediun of exchangs and are now teking upon themselves the task of
cranting a pew oiroculating medium. If the vresoent trend of cvents
contlnues; each non-Communis® province will have its own monebary unit

and trade between provinces will be hendicapped both by the lack of uni-
form currency and by proviscial efforts Yo mainbein the valus of local
currency by prohibiting the export of apacle.
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In the southwest, delegates from Szeohwan, Sikeng, Kwelchow. and
Yunnan are meeting to consider plans for politicel and economio auto-
romy. Plans for exclusion of the gold yusn, establishment of a joint
treasury for the ares and issuance of a silver certifiocate currency
have been disoussed.

Mearmhile, as a emporary measure, individval munioipalities are
contemplating issuvance of looal currency. In Chungking, the mayor is
backing a plan for the municipal bank to issue silver notes againat
deposits of gilver. In Foochow, the Chamber of Commercs is reported
te have issued a local currency with silver backing,

In Sinkiang, silver has been replacing depreciated paper scurrencies,
Bacause of its scarcity, however, silver slone docs not provide the pro-
vince with an adequate circulating medium and' the banka have supplemented
the ciroulation of silver by issue of silver notes, purportedly redeemable
in specie on demand., To provent a drain of speoie from the province, a
ban has been imposed on the export of silver, To the extent that this ban
oan ve maintained, trade hetween Sirkisng and othor reglone will tend to
fall into a barter vattern, :

It iz unlikely that provincial and municipal silver notes can long
sirculate at face walue. The banke do not have large enough silver reserves
to provide the basis for any oonsgiderable oiroulation of paper money. The
inability to nuster sufficient reserves derives from two factors; first,
the scaroity of the metsl in the provinces and sacond, the sxtraordinarily
high reserve ratios which are now neoessary if' the paper currency is to
maintain its face value. In faot, with the present low ebb of oconfidence
in the stability and security of looeal government, it is doubtful that &
reserve ratio of much less than 100 percent would be adequete to maintain
the face value of such surrenay,

NEWS NOTES

Cabinet fells--Resipmation of HO Ying=ohin and the attempt at appointment
o eng, colerless Kuomintang elder, as HO's succesaor mark a further
woakening of the Wationalist political structure. Although ¥O may remain
as minister of Rationsl Defense, his resipnation as Premicr evidences hig
unwillingnesa to contimnue at the head of =» hopelessly fweble and divided
administration. Nomination of seventyhtwuayaarwcld-CHU, former Pregident
of the Judioial Yuan, indiocntes virtual exhaustion of Acting President
LI*s political resources. ‘eanwhile, rightewing Kuomintang leaders con-
tinue their efforts to restore CHIANG Raiwshek to open control of the
National Government, poesibly through crestion of a new polioy-making

S
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body which might give some appearance of Kuomintang unity. CHIANG
8till remaing somewhere in the Tniwan—Foanhawuﬁhoy district, however,
apparently awniting the further lose of prestige whioh LI's repgime
will suffer when it flees Canton. A4t that time, CHTANG may heed the
pleas of hir olosest sasscolates and resume presidency of whatever
vemaing of the Nationalist regine.

USSR curtails sctivities-~During the past weekend, the Soviet Consulate
in Shenghel wag closed, activities of the Shenghai office of the offi-
cial Tass News Apency were suspendsd and Ambugsador Rosohin, only top
div.lomat to follow the Nationsl Government to Canton, departed for Huug
Keng en roube to the USSR.

1FDOCHITA

Division over Auriol«Bao Dal agreementse-A sonfliot of opinion has
arisen between off'icials of the French Overseas Ministry and the Viet-
nenese who are supporting Rec Dal az Yo ratification of the 8 liarch

Auriol-Baoc Dal agreements by the French Government. F
I oo Do will remain officielly inactive

untll after formel French approval of the agreements, an sction which
the Vietnamese anbicipate at an eariy date, In gontrast, officials cf
the Oversess Ministry in Paris have indicated that the agreements will
not be submitted to the French Assembly for approval, but will serve
ingtead as the basis for negotiation of & formel treaty.

The French timetable for implementation of the Bao Dal experiment
is basasd on the theory that the ex<Empercr did not sign the apgreements
as o chief of state but merely as the "most respresentative element of
Vietnani.® Thus, officials in Parig do mot wish to "impose” thess "in-
formal" sccorde upon Vietnam before & "freely-eslected"™ govermment has
been established. Instead, they wish Bao Dail to oreates & “provisional
government® which will operate until the formation of the Frenche
envisioned "popular” gowermment., At that time, conaideration will be
given to a permenent treaty incorporating the June 1948 Bale d'Along
pact, the 8 laroh egresmente and supplementary conventions treating
with details. The tarpet date for completion of this treaty is 31
Desember 1949. It is stressed that Franos considers an enlargemont of
its B March concessions a distinect possibility,

Latest reports from _ indicate he will announce
& small provisional cabinet soon after {inal French Assembly approval
of 8 bill permitting unification of Cochinchina with Tonkin end Armmen.
However, Bao Dai’s plans seem to be based on the expestation of esrly
ratification of the 8 March pact as well., They may possibly be deferred

indefinitely when it bocomes apparent to him that the Frensh schedulse
does not inolude this ratification.
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PHILIFPINES
Hacionaliste platform to be dictated by Laurel--Shortly after his silec~ npw

tion es the Nacionaliste Party nominee for President, Jose Laurel si:ted
that hie personal ideas would form the basis of the Party's platform.

In & press statement issued on 23 lYay, the day after hig nomination,
leurel defined these "personal idz2as.” He apain denied that he wes
enti-U8 and stabted that he favored continuation of friendly US<~Phiiippins
relations on & btesis of mutuel advantage and reciprocity. However, he
insisted that certain agreements (presumably military and trade treatles)
should be revised. Yaurel hinted that Phlilippine foreign policy would be
nationalistic with greater smphasis on relations with Asian countries.

In considering internal policy, he speoified the economic situation
as the mozt importent problem wend warned that the Philippines may faco
a severe economic corisis within the next five years unless "radical
romedies are emphatically applied.,® Laurel attacksd Quirino's policy
regarding the Huks and szid the problem should be more carefully studied
and whatever policy adopted should bs "relentlessly implemented to the
bitter end." le said his administration would concern itself with the
wellsre of the common people and include more liberal plans for the dig-
position of public agricultural lands.

The ineffective legislative session, which conéluded on 20 May with-
out asction on any mejor issues, as well as the record of political bickering
within the Quirino administration has given laurel the cpportunity o
develop au effeotive platform during the coming months. Prospectas for
Nacionaliste suceess in the November elections, moreover, are strenpgpthened
by the continuing split in the majority Liberal Party.
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